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To the Stockholders of 

UNITED CIGAR-WHELAN STORES CORPORATION: 

This Report of your Corporation for the year ended December 31. 1940. includes the Consolidated Balance 
Sheet as of December 31, 1940. and Consolidated Statements of Profit and Loss and Surplus for the year, certified 
by Messrs. Price, Waterhouse & Co., independent public accountants, the scope of whose audit is indicated by their 
letter of examination and certification printed on pages 6 and 7 of this Report. 

Total current assets at the end of the year amounted to $8,173,098, and total current liabilities were 
$3,388,022. The ratio of current assets to current liabilities at December 31, 1940 was 2.41 to 1. 

Profit from operations, etc., for the year 1940, was $120,946. 

While, ordinarily, comparisons in Annual Letters to Stockholders are limited to the year under discussion 
and the preceding year, it is believed you will be interested in comparing results for 1938, 1939, and 1940; and to 
make it convenient for you to do so, l am, in this letter, making certain comparisons for those years. 

The year 1938 was the first full year of operation of your Corporation after reorganization. It was also 
the year in which the present Management was engaged, your President having been elected Chairman of the 
Executive Committee on July 29, 1938, and President on October 27, 1938. 

Number of Units —Number of Drug Stores, Cigar Stores, and Agencies in operation by the Corporation 
on December 31st of each of the years indicated, was as follows: 



Drug Stores 

Cigar Stores 

Agencies 

Total 

1038 _ _ 

181 

499 

837 

1,517 

1939 __ 

191 

407 

925 

1,523 

1940 __ _ 

186 

328 

995 

1,509 

At time of Reorganization, July 17, 1937 

189 

547 

835 

1,571 


Comparative Sales Volume —Sales volume of the Corporation for the three years compares as follows: 

Amount 

1938 _ $50,273,470 

1939 50,144,843 

1940 50 , 036,735 

It will be seen that sales volume has declined only .47% since 1938. That there is any decline at all is due 
to the fact that the number of Stores has been reduced. In 1940, sales volume both in identical Drug Stores and 
identical Cigar Stores increased over 1939, and average sales volume per Store was larger than in either of the two 
preceding years. This was true, also, of average sales volume to Agencies. 

Cigar Stores —During the past four years there has been a substantial decrease in number of Cigar Stores. 
This is true not only of Cigar Stores operated by your Corporation, but of Cigar Stores and Stands in general. 
The United States Census Bureau reports that in 1929 there were 33,248 Cigar Stores and Stands; that in 1935 
this number had been reduced to 15,350. Results of the 1940 census have not yet been fully tabulated, but partial 
figures indicate that the trend toward numerical reduction of Cigar Stores and Stands is continuing. All of which 
indicates that that type of operation (Cigar Stores and Stands) is, and for some time has been, unprofitable, due 
to the fact that in most cases there is not sufficient margin of gross profit in the sale of tobacco products to support 
rent, payroll, and other expenses incident to the operation. More than half the sales volume in most Cigar Stores 
ig on cigarettes, which are sold by most distributors at very near cost. Moreover, almost 90% of all cigars sold 
in the United States are retailed at 5^ or less , at which price levels the profit margin is low. 

However, many of the Cigar Stores still operated by your Corporation are “the pick of the pack,” and 
because of the extent to which overhead expenses applicable to Cigar Store operation have been reduced, it is 
hoped that in future most of these Stores can be continued in operation on a basis that will be satisfactory to you. 
In general, it may be assumed, with reference to your Corporation’s Cigar Stores, that there will be a lessening in 
the rate of Store closings, unless rising labor costs or rents create too great a problem. 
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Agencies —It will also be observed that there has been a consistent increase in number of Agencies. This 
increase will be continued. The Agency Division is on a profitable basis. 

Drug Stores The Drug Store Division, as a whole, outside of the New York City Stores, is now also on a 
profitable basis. Profit results of this Division, however, have been affected by the fact that it has had a number 
of sub-standard Stores and unsatisfactory leases. By sub-standard Stores are meant Stores which, because of size, 
equipment, physical condition, location, and sales volume—or any combination of these factors—are prohibited 
from earning a satisfactory rate of profit, or any profit at all, even though local management, supervision, and 

merchandising practices are satisfactory. In 1938, 90 of the Corporation’s Drug Stores were in this category. 

1 hrough the closing of some Stores, and the remodeling of others, the number of sub-standard Stores, at the end 
of 1940, had been reduced to approximately 40, and there will be a further reduction in sub-standard Stores 

during 1941. Stockholders may ask: “Why not close all unprofitable Drug Stores and thus be rid of them?” 

The answer is that to do so would incur too large a loss on fixtures and leasehold improvements and rent obligation 
for the unexpired term of the lease. In the case of many of the sub-standard Drug Stores it is less expensive to 
operate them until the termination of the leases than it would be to close the Stores before the leases expire. 

Increase in number of Drug Stores in 1939 is due chiefly to the purchase of 11 Drug Stores in Southern 
California. In the years 1939 and 1940, 18 Drug Stores were closed and 12 new Drug Stores were opened. In 
addition, some of the existing Drug Stores were enlarged. Air conditioning equipment is now installed in 111 
Stores. The Corporation now has, in equipment, merchandise assortments, and personnel, a considerable number 
of Drug Stores which compare favorably with the best Stores of its competitors. It will have more Stores of that 
character at the end of the current year. 


Overhead Expenses —Supervisory and Home Office overhead expense of the Corporation, in the years 1939 
and 1940, was very much less than it was in 1938. It is not considered advisable, for competitive reasons, to publish 
the exact figures. Suffice it to say that the saving to the Corporation thereby was very large indeed. Some further 
reduction in these overhead expenses has already been made for 1941. 


Profit nr I.oss —Profit or loss from operations, after all charges including bond interest, for the three years, 
compares as follows: 


1938 

1939 

1940 


$686,532 (Loss) 
235,378 (Loss) 
120.946 (Profit) 


Improvement 

$451,154 

356,324 


1940 was, as the above figures indicate, the first full year of operation, since reorganization, in w r hich your 
Corporation earned a profit. Improvement since 1938 is substantial ($807,478). 

It must nevertheless be admitted that dollars of profit earned in 1940, even when we consider that it is 
profit after bond interest and provision for Federal income taxes, were small in relation to sales volume. This 
is due chiefly to the following factors: (1) that Cigar Stores (which contributed 36% of the sales volume) are, 
for reasons which have already been briefly explained, generally not profitable, and Cigar Stores which were 
closed in 1940 operated at a loss until the respective dates of closings; (2) that sales volume to Agencies, which 
also accounts for a large proportion of the Corporation’s total volume, is, even though it is a desirable volume 
with many indirect benefits to the Corporation, nevertheless maintained at a very small direct percentage of 
profit to sales; (3) that despite substantial profit improvement recorded in identical Drug Stores in 1940, the 
Corporation still had a large number (as has already been explained) of sub-standard Drug Stores operating in 
that year, in addition to which, results in the Corporation’s New York City Drug Stores were (see remarks under 
New York City Drug Stores) on a very unsatisfactory basis during 1940; (4) that in certain lines of merchandise, 
gross profit percentage for reasons not controllable by the Management, declined. 

Cigarettes are a good illustration of what is meant by the preceding statement. Due mainly to the practice, 
in the retail industry, of absorbing some portion of the additional cigarette taxes which have been imposed in 
recent years, percentage of gross profit on cigarettes sold at retail has declined steadily during the past two years. 
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If the Corporation’s sales volume in cigarettes during 1940 had been transacted at the gross profit percentage which 
was earned on cigarettes in 1938, the Corporation’s income would, in 1940, due to this one item alone, have been 
approximately $96,000 greater than it was. 

Gross Profit Margin —It is believed by your Management, however, that we may anticipate some increase 
in gross profit percentage in 1941. Our better new Stores, and our improved old Stores, give us an opportunity to 
emphasize the better lines of merchandise. Cigarette volume will, in the future, be a smaller percentage of the 
Corporation’s total sales volume than it has been in the past. The Corporation’s lines of profitable “Own Brands” 
merchandise—excellent merchandise, generally comparable in quality with the best of the nationally advertised 
brands—have been extensively overhauled, redesigned, and added to, in the past two years, and it is expected that 
a larger percentage of the Corporation’s sales volume will be on these private brands. Many of the Corporation s 
soda fountains have been modernized and improved, and it is believed that a larger proportion of its sales volume 
will, in the future, be done at its soda fountains. It is, moreover, believed that the Corporation’s present buying 
and merchandising policies are sounder and more effective than ever before. 

Uncontrollable Additions to Expense —There have also been certain uncontrollable additions to expenses 
since 1938, chiefly in labor and wage rates, and taxes, which have affected the rate of improvement in earnings 
in comparison with previous years. 

Nt-w York City Drug Stores—On February 1st last, the employees of fifty-five Drug Stores located in 
New York City and Long Island went out on strike, resulting in an immediate shut-down of 52 of these stores. 
The following are the facts which you should have so that you may understand the Corporation’s position in 
the matter. 

35% of the sales volume of the drug division in 1940 was done by stores located in New York City and 
Long Island, where rentals, labor costs, and other expenses of doing business are higher than elsewhere. No 
other sizeable national drug chain does anywhere nearly as large a percentage of its total volume in New York City. 

For three years the New York City and Long Island Drug Stores of the Corporation have been operated 
under a contract with the Retail Drug Store Employees Union of Greater New York, Local 1199, affiliated 
with the United Wholesale and Retail Employees of America, C. I. 0. All Store employees, including Store 
Managers and Head Soda Men, were required, by contract, to be members of the Union. The last contract with the 
Union expired January 31,1941. 

The morale and effectiveness of employees in these Stores have for some time not been as good as that of 
employees in other stores. Furthermore, the Corporation has not had a satisfactory relationship with this union. 
These factors, in our opinion, have adversely affected the performance of these Stores, particularly in 1940. 

In 1938, a substantial upward revision in wage rates was made in these Stores. In 1939, a further increase 
of some $46,000 was granted to these employees. In 1940, no further wage adjustments were made. In the first 
place, wages (by job classifications) and working conditions of these employees were at least as satisfactory as 
those of the industry and, in fact, better than most; secondly, the Corporation could not afford it. This, however, 
did not appear to have any influence upon either the attitude of, or the demands made by, Union Officials when 
negotiations with reference to a new contract were started last January. 

In 1940, thirty-two of these fifty-five Stores operated at a loss. The net result of all identical (i. e., in 
operation the full years 1939 and 1940) Stores in this group, for 1940, was a profit of $5,392.55 —before Federal 
income tax and proration of bond interest. This is the only group of Stores in the Corporation that retrogressed 
in 1940, and its retrogression in earnings occurred despite the fact that in 1940 overhead expenses were reduced. 
Nevertheless, and regardless of the ability of the Corporation to pay, the original demands of the Lnion for the 
twelve-month period which was to commence February 1, 1941, would have created an additional annual expense 
in the operation of these Stores in the amount of $270,200. 

Somewhat unofficially, these demands were moderated later on. We were given to understand that if we 
were willing to sign a certain type of contract, and if wages could be increased in the amount of $100,000 or 
thereabouts annually, there would not be a strike. (Compare these demands with the $5,392.55 earned for 
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the year 1940 by the identical Stores in question, and with the $120,946 earned by the Corporation as a whole 
for the year 1940.) 

The inflammatory tactics of a certain group, who were apparently intent on causing a strike, is exemplified 
by the following quotation from a notice sent to the employees and signed by the “Committee of 40,” on January 
23, 1941—eight days before the expiration of the former contract—“The attitude of the Company, as far as YOU 
are concerned, is: the employees be damned!” 

As has been said previously, wages paid to these employees, by job classifications, are, in many cases, above 
the average in the industry; there are Bonus Plans for Store Managers, Assistant Managers, and Head Soda Men; 
almost $40,000 in addition to wages was paid in commissions to employees of these Stores in 1940; the Corpora¬ 
tion provides free medical service, contributes liberally to group insurance, gives sick-leave with pay, and vacations 
with pay. In addition, the Corporation offered to reduce working hours, to increase minimum rates of pay, and 
to grant increases to other employees who were deserving. The increase in expense to the Corporation, under 
these proposals, would have been considerable. In fact the Corporation offered as attractive a contract as it 
possibly could; nevertheless, all proposals made by the Corporation were rejected, and at midnight, January 31, 
1941, the Union called a strike. 

Since the strike the Corporation has had many meetings with the Negotiating Committee of the Union and 
Sub-committee and with Union Officials in an effort to reach a satisfactory settlement. The Management firmly 
believes that certain fundamental and basic changes must be made in any renewal contract which may be entered 
into with this Union. Such changes will, Management believes, bring about a decided improvement in the oper¬ 
ating results of these Stores, which would be beneficial both to the Corporation and to the store employees. 

As of the date of this Report, no agreement has been reached. However, forty-four of the fifty-five stores 
affected by the strike have been reopened and are operating, and one resort store will be reopened before the 
summer season begins. The other ten Stores—all of them unprofitable—have been closed permanently. Some 
of the reopened Stores are already on the basis of normal operation, and it is believed that the remaining Stores 
will attain that status within a reasonable time. Meanwhile, the Management shall continue, in good faith, 
to bargain with the representatives of Local 1199, whenever it is asked to do so, but it cannot, and will not, 
sign a contract with that or any other Union under which the business cannot survive. 

Personnel —The rate of improvement in personnel, morale, and esprit de corps of employees cannot 
be presented to you in figures. But we do make this statement: that not for many years in the past has the 
morale or the average quality of most of our employees been as good as it is at present. It was perhaps inevitable 
that several years ago, after five years of operation in bankruptcy, and when in consequence our employees had 
a not too optimistic attitude with regard to the Corporation’s future, the spirit of many of the Corporation’s 
employees was not as good as it should have been. Our transition, however, from red figures to black, our fine 
new Stores, our better lines of merchandise, the cooperation among and hard work of the Executive Group, have 
all had an uplifting effect. Recently a large group of our rank and file employees handed your President a 
signed statement personally pledging to him their 

“ . . . continued loyal support, all toward making United-Whelan the most outstanding chain in the 
retail store field.” 

We believe this expresses the attitude of most of the Corporation’s employees today. 

The patronage of Stockholders, and their friends, at the Corporation’s Stores and Agencies, is cordially 
solicited. 

The Management and the employees of the Corporation hope to merit, by their performance, the continued 
confidence and support of the Stockholders. 


March 29, 1941. 


Very truly yours, 

WALTER G. BAUMHOGGER, 

President . 
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PRICE, WATERHOUSE & CO. 


56 Pine Street, 

New York, March 29, 1941. 


To the Board of Directors of 

United Cigar-Whelan Stores Corporation: 

We have examined the balance sheet of United Cigar-Whelan Stores Corporation and its subsidiary com¬ 
panies as of December 31, 1940 and the related statements of profit and loss and surplus for the year 1940. In 
connection with our examination we reviewed the system of accounting control and procedures of the companies 
and examined or tested their accouning records and other supporting evidence by methods and to the extent we 
deemed appropriate, but we did not make a detailed audit of the transactions. Our examination was made in 
accordance with generally accepted auditing standards applicable in the circumstances and included all procedures 
which we considered necessary. 

Our examination included the following: 

Reconciliation of cash in banks as of December 31, 1940 as shown by the cash books with amounts 
shown by certificates obtained by us directly from depositaries. Cash on hand in the New York 
office, Chicago office and at the Brooklyn and San Francisco depots was counted on or about 
December 31, 1940. Cash in stores at December 31, 1940 could not be counted by us but we 
examined at least ten per cent of the store managers’ cash reports as of December 31, 1940, which 
showed thereon the cash on hand representing undeposited receipts from sales and store change 
funds, if any, at that date. The amounts shown in these reports as undeposited receipts from 
sales at December 31, 1940 were traced to deposits shown in January 1941 bank statements. 

Test circularization of notes and accounts receivable, store change funds and charge account funds, 
merchandise advances to agents, mortgages receivable, accounts payable and agents’ deposits at 
November 30, 1940 or December 31, 1940. 

Test checks of the accuracy of the physical inventories taken by your employees in the Brooklyn and 
San Francisco depots. We reviewed the method followed in taking store inventories and made 
test checks to determine that your home office store inventory records were adjusted to physical 
inventories of stores as such physical inventories were taken. We also made test checks to assure 
ourselves that the merchandise inventories as of December 31, 1940 were priced at cost or market, 
whichever was lower. 

Test checks of the propriety of additions during the year to fixed assets. 

Test checks to determine that deferred charges as of December 31, 1940 were proper charges to future 
operations. 

Review of ihe method used in setting up accrued liabilities and determination that the amounts pro¬ 
vided at December 31, 1940 were substantially adequate on the basis of information obtained by 
us during the examination. 
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Confirmation by letter from the Trustee of the Five Per Cent Sinking Fund Bonds and from the 
mortgagees and from the registrars and transfer agents with respect to the Five Per Cent Sinking 
Fund Bonds outstanding, real estate mortgage obligations and preferred and common stock, 
respectively. 

Physical count of the Five Per Cent Sinking Fund Bonds and preferred stock and common stock in 
the treasury of the company. 

in the annual report of United Cigar-Whelan Stores Corporation for the year ended December 31, 1939 
there are outlined in Note D therein, certain adjustments and changes in policy, mainly in respect of fixed assets, 
which were made effective as of June 30, 1939 and authorized by the stockholders of the company on August 
30,1939. 

In our opinion, the accompanying balance sheet and related statements of profit and loss and surplus 
present fairly the position of the company and its subsidiary companies at December 31, 1940 and the results of 
their operations for the year 1940 in conformity with accepted accounting principles applied by the companies 
on a consistent basis since the adjustments and changes in policy as of June 30, 1939 referred to in the preceding 
paragraph. 

Price, Waterhouse & Co. 
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UNITED CIGAR-WHELAI 

AND SUBSIDE 
CONSOLIDATED BALANCE 


Current assets: 

Cash in banks, in transit and on hand 


ASSETS 


Notes and accounts receivable: 

Trade_$ 478,529.37 

Other 31 1315.17 

$ 789,844.54 

Less—Reserve for doubtful notes and accounts_ 36.013.27 


Merchandise inventories at cost or market whichever is lower 
Merchandise inventories with agents 


$ 1,162,482.76 


753,831.27 

5,592,059.33 

664,725.00 


Mortgages receivable on real estate, less reserve — 
Miscellaneous investments and claims, less reserve 


S 8,173.098.36 
48,583.45 
51,493.41 


Fixed assets: 

Real estate owned in fee (see Note A) __ $1,426,761.98 

Less—Reserve for depreciation on buildings .. 41,467.37 $ 1,385,294.61 

Furniture, fixtures and equipment (see Note Bl $4,162,761.10 

Less—Reserve for depreciation ____ 2,551,958.66 1,610,802.44 

Improvements to leaseholds, less amortization _ _ 657,722.48 

Construction in progress 231,747.25 


Deferred charges: 

Unexpired insurance premiums $ 67,010.45 

Prepaid rent and lease deposits-- 87,259.80 

Deferred taxes and prepaid licenses - 131,699.72 

Supplies_ 59,040.32 

Miscellaneous___ 59,660.33 


3,885.566.78 


404.670.62 


$12,563,412.62 


Noth A—Real estate owned in fee is carried at values based on an appraisal at June 30, 1936, by 
the then head of the Real Estate Department of the company, plus subsequent additions 
at cost. 

Note B—Furniture, fixtures and equipment include approximately $1,650,000 on which the reserve 
for depreciation is equal to the asset. 
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STORES CORPORATION 

COMPANIES 

[EET—DECEMBER 31, 1940 


LIABILITIES 

Current liabilities: 

Accounts payable 

Accrued taxes __- - 

Accrued inlerest 
Other accrued liabilities 
Provision for Federal income taxes 
Agents’ deposits, etc. 

Funded and mortgage debt: 

Five Per Cent Sinking Fund Bonds due October 1, 1952: 

Issued, less retired __ $2,879,600.00 

Less—In treasury __ 451,100.00 

Beal estate mortgage obligations (including $100,000 demand obligation) 


Capital stock and surplus: 

Cumulative Five Dollar Preferred Stock (see Note C): 

Authorized—67,000 shares without par value (entitled on dissolution 
or liquidation to, and redeemable at, $100 per share and accumu¬ 
lated dividends) 

Issuable under the Plan of Reorganization—63,654 shares (excluding 3 
shares held in treasury) at stated value of $75 per share (see Note D) 


$ 2,602,625.44 
376,057.58 
40,366.75 
208,813.03 
69,112.39 
91,046.75 

$ 3,388,021.94 


$ 2,428,500.00 
962,300.00 


3,390,800.00 


$ 4,774,050.00 


Common stock: 

Authorized 6,000,000 shares of ten cents (10^f) par value 

Issuable under the Plan of Reorganization—5,709,859 shares (exclud¬ 


ing 12,065 shares held in treasury) _ 570,985.90 

Capital surplus (after deducting $736,444.22, deficit at June 30, 1939) 317,413.35 

Earned surplus since July 1, 1939 (see Note C) __122,141.43 

5,784,590.68 


$12,563,412.62 


Note C—Cumulative dividends not accrued on the books or declared to December 31, 1940 amounted 
to $1,087,422.50, or $17.08 1/3 per share. 

Note D—At December 31, 1940 the excess of the liquidating value of the Cumulative Five Dollar 
Preferred Stock, including dividend arrears, over the stated value of such stock amounted 
to $2,678,772.50. 
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UNITED CIGAR-WHELAN STORES CORPORATION 

AND SUBSIDIARY COMPANIES 


CONSOLIDATED STATEMENTS OF PROFIT AND LOSS AND SURPLUS 
FOR THE YEAR ENDED DECEMBER 31, 1940 

PROFIT AND LOSS 

Slore and agency operations: 

Net sales after deducting stamp and sales taxes $50,03(>.7 i >. I 1 

Cost of sales_ 38,267,774.95 

$11,768,960.45 

Display advertising, commissions from public telephones, vending machines, etc. 1,501,565.47 

Gross profit and other store operating income $13,270,525.92 

Store, depot and agency operating and general expenses (before depreciation and amortiza¬ 
tion) _ 12,716,584.99 

Profit from store and agency operations, before depreciation and amortization _ $ 553,940.93 

Other income, less other expenses: 

Profit from real estate operations, before depreciation and amortization_ $21,665.42 

Other income . .. - 71,632.05 

$93,297.47 

Other expenses_ 47,096.53 46,200.94 

$ 600,141.87 

Less: Depreciation and amortization 347,770.75 

$ 252,371.12 

I ess: interest on Five Per Cent Sinking Fund Bonds 121,425.00 

Profit before provision for Federal income taxes —--- --- - - $ 130,946.12 

Provision for Federal income taxes (no provision for excess profits taxes is considered necessary) 10,000.00 

Net profit for the year $ 1l(>. I L' 


EARNED SURPLUS SINCE JULY 1, 1939 

Balance, December 31, 1939 _ $ 1,195.31 

Add: Net profit for the year 120,946.12 

Balance, December 31, 1940 _____ $ 122,141.43 


Note: There was no change in capital surplus during the year ended December 31, 1940. 
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PICTURES ON THE FOLLOWING PAGES ARE 
INCLUDED IN THIS REPORT TO INDICATE 
THE DIFFERENCE BETWEEN OLD AND 
NEW TYPE WHELAN DRUG STORES 

On pages 12 and 13 are shown exterior and interior views of old type Whelan 
Drug Store in Allentown, Pennsylvania (opened June 20, 1931; closed January 14, 
1941). 

On pages 14 and 15 are shown exterior and interior views of new type Whelan 
Drug Store in Allentown, Pennsylvania (opened December 6, 1940). 
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HOME OFFICE: 


215 Fourth Avenue, New York, N. Y. 


* * 


* * 


WAREHOUSES: 


Bush Terminal, Brooklyn, N. Y. 

701 Bryant Street, San Francisco, Cal. 





